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Q. Please state your name, business address and present position with PacifiCorp (the
Company).

A. My Name is Mark Widmer, my business address is 825 N.E. Multnomah, Suite
800, Portland, Oregon 97232, and my present position is Manager, Regulation.

Qualifications

Q. Briefly describe your education and business experience.

A. I received an undergraduate degree in Business Administration from Oregon State
University. I have worked for the Company since 1980 and have held various
positions in the Power Supply and Regulatory areas. I was promoted to my
present position in March 2001.

Q. Please describe your current duties.

A. I am responsible for the coordination and preparation of net power cost and

related analysis used in retail price filings. In addition, I represent the Company
on power resource and other various issues with intervenor and regulatory groups
associated with the six state regulatory Commissions to whose jurisdictions we
are subject. I am responsible for monitoring and when necessary filing avoided

cost prices for the Company.

Purpose of Testimony

Q.

What is the purpose of your testimony?

My testimony is in response to Idaho Commission Order No. 29069, on petitions

for reconsideration and motions for stay in this case, which set a hearing schedule

Widmer, Di - 1
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for the review of the reasonableness of the currently approved input variables for
the avoided cost calculation. I will present the Company’s proposed surrogate
avoided resource (SAR) input updates and updated avoided costs that the

Company requests the Commission to adopt.

Avoided Cost Update

Q.

Are the Company’s current published avoided cost rates representative of the

Company’s current avoided costs?

No. Exhibit 301 demonstrates that the Company’s current published avoided cost
rates, which are based on outdated inputs, significantly overstate the Company’s
avoided costs, when updated inputs are used. This overstatement exposes the
Company and its customers to the possibility of paying significantly more for QF
power than is reasonable. Exhibit 301 shows that payments for a 10 MW QF with
a twenty-year contract at the current published avoided cost rates would be 93%

or $52.5 million higher than rates based on the Company’s updated inputs.

Which variables does the Company propose to update so that avoided costs are

representative of the Company’s current costs?

I believe most of the inputs used in the current avoided cost calculation should be
updated, because they are very stale. The only variables that are still reasonable

and do not need to be updated are the SAR plant life, and capacity factor.

Are the proposed changes based on the Company’s last completed Integrated

Resource Plan (IRP), RAMPP-6?

Widmer, Di -2
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A. No. Just as the inputs used in the current avoided cost calculation are stale,
RAMPP-6 inputs are stale. RAMPP-6 information is no longer representative of
the Company’s current situation, because RAMPP-6 is based on May 2000
information. The proposed changes are based on the most recent information
available to the Company. In my following testimony, I will discuss the proposed
input changes and the Company’s proposed avoided cost rates.

SAR Model Inputs

First Deficit Year

Q. What is the Company’s updated first deficit year?

A. As shown on Exhibit 302, the Company’s updated first deficit year is 2008. The

Company moved from a previously forecast energy deficit in 1999 to an energy
deficit beginning in 2008 for numerous reasons. Actual loads are significantly
less than forecast loads assumed in the 1994 study from which the current avoided
cost rates are based, partially due to the sale of the Company’s Montana
distribution property. Long-term firm wholesale sale volumes will be
significantly lower than previously expected. For example, the Company’s
WAPA II and Block A of the WAPA I contracts were suspended by mutual
consent of the parties, December 2000. Long-term firm wholesale purchases will
be higher than previously expected. For example, the Company extended the
Grant County portion of the Mid Columbia power purchase contracts and signed a
new contract with TransAlta for replacement power for the sale of the Centralia
generation unit. Also on the thermal side, the Company built 120 MW of simple

cycle combustion turbines (SCCT) at its Gadsby plant and leased 200 MW of

Widmer, Di -3
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SCCT in West Valley Utah. Further, the Company has improved the efficiency

and capacity of some thermal generation plants through turbine upgrades.

SAR CCCT

Q. Does the Company propose to update the SAR CCCT in this case?

A. Yes. In Order No. 25882, the Commission adopted the General Electric (GE)
Frame 7FA 230 MW gas CCCT identified by the Northwest Power Planning
Council as the generic SAR CCCT. In this case, the Company proposes that the
SAR CCCT be a GE 7FA 2x1 CCCT. The 7FA 2x1 CCCT is a 490 MW
nameplate plant with two turbines, one heat recovery system and with a heat rate
of 7,074 BtwkWh. The Commission-approved version has a single turbine and
one heat recovery system.

Q. Please explain why the assumed SAR CCCT unit should be revised?

A. The GE 7FA 2x1, which did not exist at the time of the Commission’s prior

determination, reflects current technology and efficiencies, and is more
representative of a CCCT plant the Company would be likely to build. This plant
is identical to the Klamath Cogeneration Project, built in Klamath Falls by PPM,

the Company’s unregulated power marketing affiliate.

Two turbines tied to a single heat recovery system produce considerable
economies of scale compared to the currently assumed SAR plant. The 7FA 2x1
also has a lower capital cost, lower fixed and variable O&M costs and a lower
heat rate. As shown in the table below, two 7FA units would cost $369 million,

while a single 7FA 2x1 would cost $294 million and would have 20 additional

Widmer, Di -4
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MW of capacity. That represents a savings of $76 million in capital costs alone,

not to mention the additional capacity and ongoing savings in O&M and fuel.

Commission Company Proposed
Adopted 7FA 2x1 CCCT
7FA 1x1 CCCT
Size 235 MW 490 MW
Capital Costs $/kW $ 786 $ 600
Fixed O & M $/kW per year $11.29 $6.65
Variable O & M $/MWH § 1.67 $1.53
Heat Rate Btu/kWh 7,235 7,074

*2002 Dollars at ISO conditions, includes AFUDC

. What is the source of the cost estimates mentioned above?

The Company’s Generation Engineering group prepared a detailed study in
conjunction with Black & Veatch, a nationally known engineering company.
The costs were developed for use in the Company’s current IRP process as well as

ongoing internal planning purposes.
Please explain how capital costs are expected to escalate in the near future?

Turbine costs are currently relatively low because of an oversupply of gas
turbines in the market. Due to the oversupply, capital costs are expected to
decline 5% by 2004, then are expected to firm up starting in 2005 and escalate at

2% per year through 2007.
What is the Company’s recommendation for the SAR escalation rate in this case?
Based on the Company’s study, capital costs are expected to be 2.8% higher in

2008 than they are today. This equates to an annual escalation rate of .47%. As
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such, the Company proposes a .47% escalation rate through 2007 and a 2.5%

general inflation rate over the remainder of the 20-year term for QF contracts.

SAR O&M Costs

Q.

What are the Company’s proposed O&M cost inputs for a generic 7FA 2x1

CCCT?

Those costs are shown in the table below. The Commission recognized the

importance of consistency between SAR inputs in Order 25822 when it stated:

Because we have adopted the gas CCCT identified by the Northwest
Power Planning Council as the SAR, we find that it is consistent to also
adopt the generic variables utilized by the Council.

Those generic variables are capital cost, capacity factor, fixed and variable O&M,

fuel cost and heat rate.
How were the Company’s proposed O&M costs developed?

The O&M costs, along with other operating variables were included as part of the

Generation Engineering study I discussed earlier in my testimony.

Should the proposed capital and O&M costs shown above be adjusted for

expected site conditions?

Yes. As shown in the table below, the proposed capital and O&M costs were
adjusted for the effect of altitude and temperature on plant nameplate capacity.
Plant costs are typically quoted at ISO (International Organization for
Standardization) conditions, a standardized altitude, air temperature and humidity.
The SAR unit is assumed to be constructed in northeastern Oregon, which has a

higher altitude and summer ambient air temperature than the ISO conditions.
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Therefore, summer capacity is expected to be 5% less than it would be under ISO
conditions, which results in a 5.2% increase in capital cost and O&M cost per

kW. The Company’s proposed plant cost is $631.58 per KW.

| Plant Cost Adjustment l
Plant Cost - 7FA 2x1
ISO$ | Site Adj | Proposed $
Capital Cost $ 600.00 95% $ 631.58
Fixed O&M $ 6.65 95% $ 7.00
Variable O&M  $ 1.63 95% $ 1.61

Plant costs adjusted for altitude & temperature.

SAR O&M Escalation Rate
Q. How does the 3.6% inflation rate input for the current avoided cost rates compare

to the Company’s proposed inflation rate?

A. The 3.6% rate is significantly higher than the 2.5% inflation rate input that the
Company proposes for its updated avoided cost calculation. Over the last 8 years

inflation has eased and stabilized between 2% to 2.5% per year.

The 2.5% inflation rate is also being used in the Company’s Official Market Price
Projections, and the current IRP process, and is a reasonable rate for purposes of

setting administratively determined avoided cost rates.

Tilting Rate

Q. Please explain what the “Tilting” Rate (%) is and where it is used?

Widmer, Di - 7
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A. The “Tilting” rate is used to adjust the levelized capital cost payment stream. A
levelized payment stream is flat over the duration of the payment stream, very
much like a mortgage payment is levelized and flat over the life of the mortgage.
A tilted payment stream starts below the levelized payment stream and escalates
at the rate of inflation. The net present value of the levelized and tilted payment
streams is identical.

Q. What “Tilting” rate input does the Company recommend for the updated avoided
cost calculation?

A. Consistent with prior Commission practice, the Company proposes that the
inflation rate be used as the tilting rate. The Company therefore proposes a 2.5%
tilting rate.

Cost of Capital

Q. What capital cost structure did the Commission adopt in Order 258827

A. The Commission adopted the Company’s capital structure as used in the then
most current RAMPP study, RAMPP-3.

Q. Should the Commission adopt a similar approach in this filing?

A. No. The most current RAMPP document is RAMPP-6. The capital structure in
RAMPP-6 was developed in January of 2000, and is now two and a half years
old.

Q. What is the Company’s recommended cost of capital input for the Company’s

updated avoided cost calculation?

Widmer, Di - 8
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A. The Company recommends that the 8.87% cost of capital approved by the Utah
Commission in Case 01-035-01, be used as the cost of capital input for the
Company’s updated avoided cost calculation. The capital components are shown
in the table below.

Capital Component Percent Cost Weighted Cost
Cost of Long-Term Debt 49.2% 6.99% , 3.44%
Cost of Preferred Stock 3.2% 6.18% .20%
Cost of Equity 47.6% 11.00% 5.23%
Total 100.0% 8.87%

Capital Carrying Charge

Q. Would you explain the capital carrying charge calculation?

A. The capital carrying charge is a calculation of the levelized cost of owning an
asset. Major inputs into the calculation are: utility capital structure, book and tax
life, tax rates, and administration and general (A&G) expense.

Q. Please identify the major assumptions for the capital carrying charge calculation.

A. The major assumptions are shown below:

Weighted Cost of Capital 8.87%

Book Life 30 years straight line
Tax Life 20 years Modified ACRS
Property Tax Rate 1.20%

A&G Expense 1.47%

A&G Escalation Rate 2.5%

State Income Tax 4.68%

Federal Income Tax 35%

Widmer, Di-9
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Q. What is the source for each of these inputs?

A. Tax and A&G expense rates are system-wide factors developed from the
Company’s 2001 FERC Form 1. Cost of capital and inflation rates are discussed
in my testimony above.

Q. What is the Company’s proposed capital carrying charge?

A. Based on the assumptions I discussed above the Company’s proposed capital
carrying charge is 13.26%

Q. Does the Company recommend changing either the plant life or the expected SAR
capacity factor inputs for the Company’s updated avoided cost calculation?

A. No. The expected plant life of a CCCT has not changed and should continue to
be 30 years. The 92% capacity factor adopted by the Commission in Order
25822 continues to be a reasonable estimate for a base loaded CCCT.

Surplus Energy Cost

Q. Does the Company believe the Surplus Energy Cost should be updated?

A. Yes. The region has recently gone through an energy supply crisis and is near
resource balance. Hence, market prices today are now higher than the currently-
approved Surplus Energy Cost because the current cost was set during a period of
region-wide resource surplus.

Q. What is the Company’s surplus energy cost recommendation?

A. The Company recommends a 2002 Surplus Energy Cost of $33.54 per MWh.

The price is the average of the California Oregon Border (COB), Palo Verde and

Widmer, Di - 10
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Mid Columbia prices from the Company’s June 2002 Official Market Price

Projections for the period July 2002 through December 2002.
What is the Company’s Official Market Price projection?

The Official Market Price projections are the Company’s official set of projected
market prices that are used in all net power cost and related analyses, including

avoided cost filings where applicable and the Company’s IRP process.

Please explain how the Company’s Official Market Price projections are

developed.

The Official Market Price projections are developed by the Company’s
Commercial and Trading Department and are a blend of forward market prices
and market prices forecast by the Company’s market price clearing model, Midas.
Forward market prices are solely used through May 2005, the remainder of 2005
is weighted 75% forward market prices / 25% Midas, the first half of 2006 is
weighted 50-50 between forward market prices and Midas, and the last half of
2006 is weighted 25% forward market prices / 75% Midas. Starting in 2007 only

Midas results are used.
Please explain how forward market prices are developed.

Forward market prices are averages derived from actual market transactions and

from independent third party broker quotes.
Please explain how the Midas market price clearing model works.

Midas models loads, resources and a simplified transmission representation of the

entire WECC region. The model calculates market prices to be the variable cost

Widmer, Di- 11
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of the last unit running to meet the last unit of demand in each of the sixteen
WECC load centers. Midas also simulates the addition of new generation
resources in response to market prices. New resources are automatically added to
the supply of resources when market prices are sufficient to recover costs,
including capital recovery. Midas uses the Company’s most recent projected

CCCT capital and O&M costs.

Surplus Escalation Rate

Q.

A.

What is the Company’s proposed surplus escalation rate?
The Company proposes a surplus escalation rate of 4.8% through 2007.
Please explain how the surplus escalation rate was developed?

As shown in the table below, the proposed annual escalation rate is the rate
necessary to escalate the Company's 2002 Official Market Price projection of
$33.54 per MWh to the 2007 Official Market Price Projection of $42.40 per
MWh. The Company’s approach is conservative because it assumes that the rate
of escalation occurs ratably over the surplus period, when in fact the highest

growth is expected to occur during the last two years of the surplus period.

| Wholesale Prices (1) l

coB | pv_ | Mmid c [Average| Esc
2002 | 35.00 3286 3266 3354 0.0%
2003 | 3544  33.09 3367 3407 1.6%
2004 | 35.07 3235 3437 3393 06%
2005 | 3676 3235 3499 3470 1.1%
2006 | 41.07 3364 3928 38.00 32%
2007 | 4560  37.30 4430 42.40 _4.8%

Source: Fundamentals Group Official Price Forecast . .
) ) Widmer, Di - 12
(1) Flat Prices 7 x 24 Cyclic Growth (Page 2) PacifiCorp
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Natural Gas Prices

Q.

Do you believe that the gas price and gas escalation inputs for the current avoided

costs are representative of the current market?

No, and the non-representative nature of these inputs was noted in the
Supplemental Answer of the Commission Staff in this case, where the

Commission Staff stated:

Under the current avoided cost methodology, fuel costs represent a
substantial component of the avoided cost rate. In establishing the fuel
component of the rate for non-fueled projects, a starting fuel price is
computed that reflects an average of the natural gas prices during the
previous calendar year at Sumas, Washington. That starting fuel price is
then escalated at a six percent rate over the life of the QF contract. Actual
fuel prices in previous years, and forecasted prices in subsequent years,
have no bearing on the computation of the avoided cost rate. The effect of
this computation is that a contract signed in a year when gas prices are
high enjoys the benefit of that high gas price for the duration of the
contract. . ...

At the present time, the starting fuel price subject to 6% escalation over
the life of the contracts signed or requested this year is $4.82 per MMBtu.
This price will increase to $5.23 in July if approved by the Commission.
Under any other gas price methodology such as historical averages,
historical trend lines or future market projections, the resulting avoided
costs would be significantly below that using existing methodology. For
example, the non-fueled levelized rate in 2002 for a five-year contract
using a starting gas price of $5.23 per MMBtu is $56.42 per MWh for
Idaho Power. Using an historical trendline and regression equation
(Attachment 2) results in a starting gas price of $3.20 per MMBtu and a 5
year levelized rate of 43.34 per MWh.

The difference is magnified by the Commission’s recent decision to
increase contract lengths from five years to twenty years. The twenty year
levelized rate under the existing methodology is $76.11 per MWh,
compared to $57.87 per MWh using a trendline technique to establish a
starting gas price. Using other gas price methodologies results in even
lower levelized avoided cost rates.

Staff’s comments are very illustrative of why the Company and other Idaho
utilities face excessive QF cost exposure from current avoided cost rates, and why

Widmer, Di - 13
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it is imperative that the Commission adopt updated avoided cost rates for Idaho

utilities.

What is the Company’s recommendation for a 2002 current year fuel cost and

adjustable portion?

The Company recommends a current year fuel cost of $27.94 per MWh. As
shown below, the proposed current year fuel cost was developed from a June
2002 through December 2002 gas price forecast, plus 2% for shrinkage and $.40
per MMBtu for transportation, and a 7,074 heat rate for the Company’s proposed
SAR CCCT. The shrinkage and transportation assumptions were taken from the
Company’s Official Market Price Projections. Shrinkage is natural gas used by
the pipeline Company to pressurize and pump the natural gas. The transportation
charge is the estimated cost to deliver gas to a CCCT plant located in northeastern
Oregon. The gas price forecast, which is also used in the Company’s Official

Market Price projection, was obtained from PIRA, a well-known energy

| Mills/kWh Calculation |
Sumas
Year $/MMBTU
6/1/02 3.13
7/1/02 3.19
8/1/02 3.23
9/1/02 3.23

10/1/02 3.23

11/1/02 4.07

12/1/02 4.27

Average 2002 Prices 3.48
Shrinkage (Losses) 2.0%
Adjusted Price 3.55
Transportation 0.40
Delivered Fuel Cost 3.95

7FA 2x1 CCCT Heat Rate 7,074 Widmer, Di - 14

PacifiCorp
Generation Cost In Mills/kWh 27.94
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consulting and forecasting group in New York City.

How does the Company’s proposed fuel cost compare to the fuel cost that, prior

to Order 29069, was scheduled to go into effect July 1, 20027

The fuel cost that was scheduled to go into effect July 1, 2002 is $38.44 per
MWh. That is $10.50 per MWh or 38% higher than the level justified by current
gas prices during the first year, and the disparity only grows over the twenty-year

term that is available for QF contracts.

Natural Gas Escalation Rate

Q. What is the Company’s proposed natural gas escalation rate?

A. Based on the Company’s Official Market Price projections, the Company
proposes a 1.97% natural gas escalation rate per year. The rate is developed from
the $5.04 per MMBtu in year 2021 (the twentieth year of the study) and the $3.48
per MMBtu forecast gas price for the last half of 2002. The gas escalation rate of
1.97% per year is the rate necessary to escalate $3.48 per MMBtu to $5.04 per
MMBtu over that period.

Proposed Avoided Costs

Q. What are the Company’s proposed avoided costs in this case?

A. Exhibit 303 shows the Company’s proposed Fueled avoided costs. Exhibit 304
shows the Company’s proposed Non-Fueled avoided costs.

Q. Were the proposed avoided costs developed using the Commission approved SAR

model?

Widmer, Di - 15
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Yes. The proposed avoided costs were developed with the Commission approved

SAR model and the proposed inputs I discussed earlier in my testimony.

Do you have any final comments regarding the prices that will be made available

to QFs up to 10 MW?

Yes. The published rates proposed by the Company, although calculated in
accordance with the Commission approved SAR model, still tend to overstate the
Company’s avoided costs because the rates are based on the costs of a fully
dispatchable CCCT which can provide load following, be ramped up and down
based on economics and can carry spinning and non-spinning operating reserves.

None of these capabilities have historically been available from QFs.
Does this conclude your direct testimony in this case?

Yes.

Widmer, Di - 16
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CERTIFICATE OF SERVICE

I hereby certify that I served the foregoing Direct Testimony and Exhibits of Mark T. Widmer

on behalf of PacifiCorp on the following named person(s) on the date indicated below by

[XI mailing with postage prepaid

[J hand delivery
[0 facsimile transmission

[ overnight delivery

to said person(s) a true copy thereof, contained in a sealed envelope, addressed to said person(s)

at their last-known address(es) indicated below.

Scott Woodbury
Idaho PUC

472 W. Washington
Boise, ID 83702

Robert J. Lafferty
Avista Corporation
PO Box 3727
Spokane, WA 99220

Conley Ward

Givens Pursley LLP
PO Box 2720

Boise, ID 83701-2720

Dean J. Miller
McDevitt & Miller LLP
420 W. Bannock Street
Boise, ID 83702

Stuart Trippel

Trippel Mast Consulting
506 2nd Avenue, Suite 1001
Seattle, WA 98104-2328

Ronald C. Barr

Earth Power Resources, Inc.
3203 S. Owasso Avenue
Tulsa, OK 74105

CERTIFICATE OF SERVICE - 1
Portind3-1408633.1 0019436-00036

Barton L. Kline
Monica Moen

Idaho Power Company
1221 W. Idaho Street
Boise, ID 83702

R. Blair Strong

Tom DeBoer

Paine Hamblen, et al

717 W. Sprague Avenue, Suite 1200
Spokane, WA 99201

William J. Nicholson

Potlatch Corporation

244 California Street, Suite 610
San Francisco, CA 94111

Peter J. Richardson
Richardson & O’Leary PLLC
PO Box 1849

Boise, ID 83616

Scott Pasley

David Hawk

J.R. Simplot Company
PO Box 27

Boise, ID 83707-0027

Owen H. Orndorff

Orndorff Law Offices

1087 W. River Street, Suite 230
Boise, ID 83702



Jane Gorsuch

Intermountain Forest Association
350 N. 9th Street, Suite 304E

Boise, ID 83702

Rick S. Koebbe
WindWorks, Inc.
5356 N. Cattail Way
Boise, ID 83703

Anthony Yankel
29814 Lake Road
Bay Village, OH 44140

DATED: 22 July 2002.
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Eric L. Olson

Racine, Olson, Nye, Budge & Bailey
PO Box 1391
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